|i'&.«iV 

^Vti6Sp».V?,l.J 

1111^^ 


»P»; 


■I 


»w 


DISCLilMEl  NOnCE 


THIS  DOCUMENT  IS  BEST 
QUALITY  AVAILABLE.  THE  COPY 
FURNISHED  TO  DTIC  CONTAINED 
A  SIGNffICANT  NUMBER  OF 
PAGES  WHICH  DO  NOT 
REPRODUCE  LEGIBLY. 


GAO 


/W/£^/ 


/(■iry  J  fef'  •■' 
A-ft;'' 

-;  -Sr/ 
■'#!#" 


-/ 

/ 

X,  #■ 


United  States 

General  Accounting  Office 

Washington,  D.C.  20548 


National  Security  and 
International  Affairs  Division 

B-259446 

December  20, 1994 

The  Honorable  William  J.  Perry 
The  Secretary  of  Defense 


Dear  Mr.  Secretaiy: 


Acquisition  leadtime  (formerly  called  procurement  leadtime)  is  used  in 
inventory  management  systems  to  determine  the  quantity  of  items  needed 
to  meet  demand  during  the  time  required  to  order  and  receive 
replenishment  stocks.  Acquisition  leadtime  is  divided  into  administrative 
leadtime  (the  time  required  to  award  a  contract)  and  production  leadtime 
(the  time  for  the  contractor  to  dehver  an  item).  Overstated  leadtimes  can 
cause  unnecessary  inventory  investment.  Conversely,  understated 
leadtimes  can  cause  material  shortages  and  reduced  readiness. 


During  the  1980s,  the  Department  of  Defense’s  (dod)  acquisition  leadtime 
requirements  grew  by  $13  billion.  In  1990,  dod  recognized  that  leadtimes 
were  excessive  and  directed  the  .military  sendees  and  the  Defense 
Logistics  Agency  (dla)  to  take  a  number  of  initiatives  designed  to  reduce 
leadtimes  by  25  percent.  This  report  addresses  (1)  the  effectiveness  of 
dod’s  leadtime  reduction  initiatives  and  (2)  additional  opportunities  to 
reduce  leadtimes. 


Results  in  Brief 


DOD  has  made  only  hmited  progress  in  reducing  acquisition  leadtime 
because  its  leadtime  reduction  initiatives  have  been  unevenly 
implemented  by  the  mihtary  services  and  dla.  For  example,  the  Navy  acted 
aggressively  to  effectively  implement  most  of  dod’s  initiatives  and  reduced 
its  leadtime  by  27  percent  over  the  past  4.years.  Conversely,  the  Air  Force 
did  httle  to  implement  the  initiatives  and  experienced  a  1-percent  increase 
in  its  leadtime. 

We  also  identified  opportunities  to  reduce  leadtime  that  were  overlooked 
by  the  dod  initiatives.  We  beheve  that  dod  can  reduce  acquisition  leadtime 
days  by  at  least  25  percent  over  a  4-year  period  at  a  savings  of  about 
$1  billion.  This  reduction  can  be  accomphshed  by  renewing  the  emphasis 
on  prompt  implementation  of  dod’s  1990  initiatives,  periodically  validating 
and  updating  old  leadtime  data  for  long  leadtime  items,  and  considering 
leadtime  reductions  as  a  factor  in  deciding  whether  to  continue 
purchasing  spare  parts  from  the  prime  contractor  or  to  purchase  them 
from  the  actual  manufacturer. 
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DOD  Has  Made 
Limited  Progress  in 
Reducing  Acquisition 
Leadtimes 


Tin'  v;iIuo  of  ii'  Hi  itui'iiton'  n'i[iiin'nu'nt.s  lU't'dt'd  to  sui)porl  acHpiisition 
leadtiine  ^rt'w  from  about  Sd  liillioti  in  b)7!)  to  about,  $dl  billion  in  1!)S!). 
Rta'ognizind  dial  ('xa-('.ssi'.  ('l>'  load  ac’(iuisilion  Ii'adtimu  was  a  major 
contributoi' to  tha  laru'a  drowih  in  di'l’enst'  in\'untori('s  in  llu'  ItlSOs,  in  May 
1)!  in  diruciud  tha  miliULty  sma  iut's  and  dla  to  taki'  a  mimtx'r  of 
initiali\  ('s  to  ruduca'  acquisition  Icadiimc  as  a  p;u't  of  a  lO-point  liwamtory 
Reduction  Plan.  The  ri'commt'ndcd  initiatiw's  inclrnk'd  ( 1 )  ('slablishinc 
procunmient  leadtime  la’duclion  !4o;ils,  (d)  short ('uiiyd  production 
leadtiim's  by  craduallv'  reducing  tlu'  reciuirc'd  didieiny  date's  in  contract 
solicitations,  and  td)  ('xpmidiiu,'  inuitiyt'm' contractin;4  mid  indi'fmili' 
qumitity  reijuirenu'nts  contracts,  Simihu'  policy  ^uidimce  for  reducing 
acquisition  li'adtinu'.  except  for  esiiiblishiiyd  I't'duction  ffoals,  was  includi'd 
in  Di 'll  Material  Management  Regulation  -ll  Kfl-R,  dati'd -Imuiaiy  It)!),'). 


The  leadtime  reduction  inii iati\t's  were  bast'd  on;i  Deceinlu'r  IhSti  non 
memorandum  that  inclndt'd  the  reconmu'ndations  of  a  study’  pi'rfornu'd 
for  O'  >1)  by  the  Loy'istics  Maiui'-tement  Institute.  Tlu'  non  memoi'andum  a.n(l 
the  Instituti'  study  showt'd  that  a  dh-perci'ut  n'duction  in  h'adtinu'  was 
achi.-vable  by  adojjtinq  methods  pro\'t'n  sncci'ssful  in  tlu'  privati'  si'ctor.  In 
stressing  the  sienificanci'  of  the  initial i\'es,  non  cornnu'nted  that  I'ach  day 
the  Don-wide  a\erai;e  leadtinu'  is  reduced  future  purchasi's  can  bi'  ri'duci'd 
by  $10  million. 


Since  lOt'ii,  D'-i'  has  had  only  limited  success  in  achii'vine  llu'  du-pi'rci'nl 
reduction  indicated  by  the  study.  As  shown  in  tabli'  1,  nun’s  axerace 
leadtime  decreased  by  almut  0  percent. 


Table  1:  Changes  in  Average  Leadtime 
Days  Between  1990  and  1994 

DOD  component 

Leadtime  days 

Decrease  (increase) 

1990 

1994 

Days 

Percent 

Navy 

715 

6)0 

:>Yi) 

Ar,— 

7  I  i 

690 

01 

0,0 

Air 

O  ;  -r 

600 

(0) 

(  1 .0) 

DLA 

3.79 

16 

,0.0 

DODave-w- 

537 

53  1 

53 

9.0 

On  the  basis  of  i)- tn's  estimate 

that  $10  million  e 

in  he  sax'i'd  for  (' 

ach  (lav 

the  average  leadtinu'  is  reduced,  tlu'  efi-day  leadtiine  n'duction  n'sulti'd  in 
procurenu'iit  saxinqs  ol  .s.iiii)  million.  A  further  leadtiine  reduction  of 
91  days  will  be  needed  to  achiex  e  the  dh-percent  reduction  indicat I'd  by 
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the  study.  Such  a  reduction  would  result  in  additional  procurement 
savings  of  $910  million. 

None  of  the  dod  components  have  fuUy  implemented  dod’s  1990  leadtime 
reduction  initiatives  or  its  1993  pohcy  guidance  for  reducing  leadtime,  but 
some  have  made  greater  efforts  than  others.  As  shown  in  table  1,  the  Navy 
had  the  greatest  success  and  the  Air  Force  had  the  least  success  in 
reducing  acquisition  leadtime. 

Navy 

From  1990  to  1994,  the  Navy  reduced  the  overall  average  acquisition 
leadtime  by  193  days,  or  about  27  percent.  This  was  accomphshed  by  a 
number  of  actions.  In  accordance  with  dod  initiatives,  the  Navy  first 
estabUshed  a  leadtime  reduction  goal  of  25  percent.  The  Navy  then  had  the 
inventory  control  points  reduce  the  leadtimes  shown  in  their  databases  by 
25  percent  for  each  item  managed.  Finally,  the  Navy  took  aggressive  action 
over  the  next  4  years  to  shorten  required  delivery  dates  in  contract 
sohcitations  and  negotiations. 

Army 

From  1990  to  1994,  the  Army’s  average  acquisition  leadtime  decreased  by 

21  days,  or  about  3  percent.  Unhke  the  Navy,  the  Army  did  not  estabhsh  a 
leadtime  reduction  goal,  nor  did  it  take  action  to  obtain  leadtime 
reductions  through  contract  sohcitations  and  negotiations.  Instead,  the 
Army  emphasized  another  of  dod’s  initiatives  to  reduce  leadtime  by  using 
more  flexible  procurement  methods  such  as  multiyear  procurements  and 
indefinite  quantity  type  contracts. 

According  to  Army  officials,  quantities  for  foUow-on  years  can  be  easily 
added  to  multiyear  and  indefinite  quantity  type  contracts,  which  whl 
reduce  administrative  leadtime  to  a  matter  of  days  instead  of  months. 

Also,  delays  in  starting  up  production  are  minimized.  As  an  example  of  the 
impact  of  these  types  of  contracts,  in  1993  the  Army  reported  that  a  3-year 
vehicle  roadwheel  purchase  by  the  Tank-Automotive  Command  reduced 
acquisition  leadtime  by  13  months  (7  months’  administrative  and  6  months’ 
production)  resulting  in  a  savings  of  about  $19  mihion.  Similarly,  by  using 
an  indefinite  quantity  type  contract  to  purchase  sprockets,  this  command 
reduced  acquisition  leadtime  by  15  months  and  saved  about  $5  mihion. 

Air  Force 

From  1990  to  1994,  the  Air  Force’s  average  acquisition  leadtime  increased 
by  6  days,  or  about  1  percent.  The  Air  Force  did  not  implement  dod’s  1990 
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k'adiinii'  ri'diirii. iii  iiii: iai i\^'s  hi'caiisc  il  iVli  ihal  no  aclion  was  iu'('(i('(l  to 
lotluct'  Icad.i  iiii! a  basi  -d  III!  a.  i-i  unpafisi  lii  wil  h  ilia  liau  It  iiiii's  of  I  ha  N;ivy. 

'I'lit'  Air  Fi  iiTa  lii'layai  I  imahaai-aial  inn  nf  t  lu'  iiiil  ial  i\'i's  piMidma  ;in 
(“vaJuatinii  nf  ilin  \a\yA  mpi  iriad  siiccrss  in  arhiia  iny  a  dd-pia'ci'nl 
(i('crt‘asa  in  pmdi  a  Mina  !■  -adi  i  nn  ■  ii  1  im  il  dcyradiny;  inissii  m  support .  la  its 
('\'aJuaiii  m,  i  im  Air  l-'i  iroi-  minparad  avia  i  inn  dal  a  diii'  in  t  hn  similarity  ol' 
pai'ts.  (  hi  I  ill  -  tiasia  nf  t  in',  i  aluai  inn.  wliiati  was  cnnipli'l  I'd  in 
1  )('(•('!  n  bar  j!  in:;,  i  li,  •  A.ii-  [■■,  ,|-aa  Cl  UK 'll  id, 'd  dial  its  prndnct  inn  laadt  inu's  for 
tint li  iM'jiairat ’!'  ■  and  a^  insnin.a.i  li, ■  a'-.  iai  inn  | lai'i s  wari'  in wm'  I  iian  t  iu'  Navy’s 
Iwidiimas.  a\an  afn  I'  dll'  yd .p,Ta,aii  r(‘diuMinii,  d'lu'  Air  f’oram  I lua'aforcy 
aonaludnd  dial  im  a.an.  m  a.,,  n- a-dad  In  raduaa  pmdiiiM  inn  li'adl  inu', 

W'l'  ajial\'zad  ;ind  anmjiarail  Inadiima  data  for  llu'  Air  I'dirai'  and  tlu'  Navy 
as  shown  on  diaMr  Ian".;  a'.'ailai'la  iin/anmiy  slratillwitinn  rapnris  of 
March  •il,  Iniry  arid  S.'jMami.ar  •dn,  Idbd,  ras[K'at iii’t'l^'.  Wi'  found  tiiat,  t.lu' 
Air  Fnraa’s  ps'i  "Inal  inn  laadi  inia  was  In  war  for  annsuinaldi'  pa.rts,  but, 
considai-abiy  hidtr-r  fi  <v  r-,'jiairabla  paos.  'I'lia  Air  l'’ora(' s  iivi'niyh' 
prndaiM in:  1  li 'adi  i n  w  I'n:  !  ,■[  lairabia  [ larls  of  '’I hi  days  was  1 7l i  (hiys,  or 
alxiui  dd  ju'i'aaiii ,  tiidimr  I  ti;in  i ha  Nhixy's  Ii'adI  inia  of  ddO  days.  Also,  tlu'  Air 
I-’oriM's  n\'arall  aaa-r.ad-. ■  aacinisii  jnii  Iwidt  ima  nl'  .S 1  .d  d;iys  I'or  i’('pajr;ihl(' 
parts  was  'dA '  dar  a.  nr  .'iS  p,  'raaiii .  liiyiiar  I  tian  I  iu'  Na\'y’s  actiuisil  ion 
laaddnia  ( if 'd n  d; i;. >. 


DLA  From  b h'l  i  | , ,  p r  i  p  •.,  s  a'.  araua  aai [uisii  inn  Iwidi  i ma  daarimsi'd  liy  l(i 

(lays,  or  aiinu!  paraa!:; .  i  :  \  did  imi  asiablisli  a  iaadt  inu'  n'dnct ion  yhial  or 

at  I  am  pi  in  I'ailnaa  laai  li  ima-  i  limndlt  anniraai  snliailal  inns  and 

luydi  >1  iadniis.  as  raani  amend  ad  ti\'  I  ■■  M  I's  laadi  i  mi'  ri'diial  ion  init  iai  ivas. 

Instaad.  1  il..'.  aniK'i -ni rat , ■! '  on  wK'i'  ms  inil  i;il i\  as  In  aiil  nmal a  I lu' 

pj’i lauramaiii  soar! a  -  -lai -  dna  prnaass  and  nii  inaraasad  nsa  nl'  Inny-ti'i'm 

aont raal  ind  l  aalmii  :uas.  sna' i  as  : ndallnii  a  pi lani  ity  lypi'  anni  raats. 

As  t  ha  I'asi  ill  nl  a  ai  a,,  iy  t  ..y  it  a  si  ipj  dy  aaiil  ars  I  tin  I  idani  illad  llii'  pnl  I'nt  ia.l 
lor  shnr;  t-r  laadt  il  IK  for  liiyii  dnilar,  tii'dii  di'inand.  inny  li'adt  ima  it  ams,  in 
Fabiman,'  Inn  1  i dra i i i -  i  1  t n'npi is. 'd  pmliav  y'liidanaa  I'or  implanu'nt iny 
acijuisii  mn  laadniii"  r,"dnadnn  inn  lai  iaas,  'I'tia  proposed  pnliay  would 
ri'iiuira  ilia  su[  'P'i'r  i -ant , -rs  1 1 1  rai li ira  laadi  ima  1  ly  •'!()  paraani  i  )\'('r  a  daVt'ar 
period  trnm  a  lia.sa-  i  iid'w-aal  >  ■a.ar  Inad  (a  radnai  inn  nf  .Sli  d;ivs ).  'I’n 
aaanmplisii  this  rai h mt a  a i,  i  lia  >i ipply  aani ai s  would  ri'quasl  siioi't I'r 
daiix'arv  i  imas  in  anti;  n: lai  snimn  ai  mns.  antisidar  slinri  ai'  prndual  inn 
laadi  i  111  as  as  a  taai  ■;  ir  a  i  a.  in  i  pat  it  i  ■■.a  Ind  aval  mil  inns.  ;md  pi'rindiaally 
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validate  and  update  production  leadtimes  through  market  surveys.  As  of 
October  1994,  dla  had  not  implemented  the  proposed  policy,  pending  its 
decision  to  incorporate  the  policy  as  a  part  of  a  broader  business  plan  it 
was  developing. 


Renewed  Emphasis 
and  Improved 
Oversight  Needed  to 
Reduce  Leadtime 


With  the  exception  of  the  Navy,  the  military  services  and  dla  placed  no 
timely  emphasis  on  the  effective  implementation  of  dod’s  1990  leadtime 
reduction  initiatives  or  its  1993  leadtime  reduction  policy.  Also,  dod  was 
not  aware  of  the  general  lack  of  progress  made  over  the  past  4  years  in 
reducing  leadtime  because  of  an  absence  of  adequate  oversight 
information. 


The  Navy’s  success  in  reducing  leadtime  by  27  percent  in  comparison  to 
the  limited  progress  made  by  the  other  dod  components  shows  that  DOD 
can  benefit  by  placing  renewed  emphasis  on  effective  implementation  of 
the  leadtime  reduction  initiatives.  One  way  would  be  to  focus  on  the 
Navy’s  success  in  establishing  a  25-percent  reduction  goal  and  achieving 
that  goal  by  taking  aggressive  action  to-reduce  production  leadtime  in 
contract  solicitations  and  negotiations. 

DOD  was  not  aware  of  the  general  lack  of  progress  in  implementing  the 
initiatives  because  the  annual  progress  reports  required  of  the  military 
services  and  dla  did  not  provide  sufficient  oversight  information  to  make  a 
meaningful  assessment.  The  reports  did  not  show  historical  trends  in 
leadtime  days  before  and  after  the  1990  initiatives.  Also,  the  reports  did 
not  provide  any  meaningful  statistics  showing  the  extent  of 
implementation.  For  example.  Army  and  dla  reports  stated  that  an 
expansion  of  multiyear  procurements  was  a  primary  means  of  reducing 
leadtime,  but  the  reports  did  not  provide  statistics  showing  the  extent  of 
the  expansion. 


Opportunities  to 
Reduce  Leadtimes 
Overlooked  by  DOD’s 
Initiatives 


We  identified  additional  opportunities  for  significant  reductions  in 
acquisition  leadtime  that  were  overlooked  by  the  dod  initiatives.  'Hiese 
opportunities  are  having  inventory  management  activities  (1)  periodically 
validate  recorded  leadtime  data,  (2)  work  closely  with  mqjor  contractors 
to  update  old  leadtime  data  for  items  with  long  production  leadtimes 
(e.g.,  over  18  months),  and  (3)  consider  potential  reductions  in  leadtime  as 
a  factor  in  deciding  whether  to  purchase  spare  parts  through  the  prime 
contractor  or  directly  from  the  actual  manufactiurer. 
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Need  to  Periodically 
Validal.e  and  Ujxhde' 
Leadliines 


W  (■  ilir  arruracy  of  ari(uisii ion  Inadlinu's  al  tlu'  Aif  yofce’s 

(  ikla'ioina  (.  iiy  and  San  Antonio  Air  Logistics  (.'I'nlt'rs  and  llin  Army’s 
Aviation  atid  'foioi'  Command  and  fonml  tli:it  tin'  Army’s  h'adliim's  worn 
morn  arenratn.  Tha  Artn>’  conunand  had  a  hiy'hnr  tincuranv  r;it('  than  tlu' 
(■('ntnrs  lii-nansi-  it  hail  rncnntl}'  wDrknd  closnlv'  vvilh  ('iylit  mtijor 
contractors  to  liodatc  prodm-tion  Intultimt's  for  aJl  items  with  letidtinu's  of 
is  months  or  loitu'cr.  As  a  result,  leadtinn'  chtmnes  were'  intuit'  for  1,121) 
it  ('ms.  or  1  •  >  p(>i'ct'ni  ol  i  hi'  items  re\iewt'd.  Lt'tull  imt'  tk'creast's  ticcounft'd 
lor  1,11';],  or  !  jiercetii  of  the  chtui'-H's.  'fht'  command  I'slimtilt'd  nt'f 
iinima!  procttremeni  sa'.  inus  of  Sss  million  from  iisin.if  tiptkilt'd  h'tidtimt's 
to  compute  liu\'  rei[iiirenients. 

-Alt  hoi  I  ah  the  Army  comnmnd  reduct'd  It'tidt  imt's,  our  rt'\’it'w  still  idt'nlifu'd 
in;iccur;icies.  W'e  tested  d'!  iti'ins  tind  found  thtit  tlu'  li'tidlimt's  ft)r  5  items, 
or  k'  [u'rcent ,  w  I're  iiuiccurtitt'.  l-’or  exampk',  in  July  IDD  l  tht'  Avittlion  mid 
Trtx ip  Command  used  tin  tulminist r;it ivt'  leadi imt'  of  1)  inttnt hs  in  the 
rt'tjuirt'meni  compuitiiion  for  ;i  rotor  hlatk'  lip  ust'tl  tm  tlu'  1  ill-tiO  Black 
Ihui’k  helicopinr  ■;  NS.N  lodO-(ll-:!:l  l-.'iS-h'i).  Howt'V't'f,  procurt'nu'iit  history 
records  shovred  that  ilit'  adminisi nit ivt'  li'adtinu'  rt'tiuirt'd  to  proct'ss  the 
last  tvro  [lurchases  \ta.s  on!\  2  months.  'I’lie  itt'in  manap't'r  told  us  that,  the 
l)-month  adminisi rati''.e  letidtinu'  was  hast'd  on  tht'  tinu'  it  took  to  tiwm'ci  a 
mnliiyeiu'  contract  and  that  the  2  months'  atlminist rat i\t'  It'adlinu' 
rt'j irt '.Sent I'd  t he  time  it  t ook  t o  plant'  ordt'rs  ay'ain.sl  t lit'  cont rant ,  J’tu' 
2-month  adminisi raii\'e  leadtime  should  ha\’('  ht't'ii  list'd  in  making 
purchasing  decisions  because  it  rcpresi'iits  tht'  actual  ordt'riipif  limt'  to 
aciiuirt'  addiiioiutJ  ['arts  onci'  a  nuiliiyt'iu'  contract  is  awartlt'tl.  Command 
olficials  ayreetl  that  an  ad.jusi nn'iil  shouhi  bt'  niadt'  in  tlu'  rt'([uirt'nu'nts 
syst  I'lii  for  I  he  red  act'd  leadi  inu'. 

J  he  t  \'.  o  .Air  Force  air  h  luisl  ics  ci'iitt'rs  had  a  hiclu'r  pt'rct'iitayt'  of  h'adtime 
inaciairacies  lluui  the  .-Vruiy  coiiimmid.  W't'  rt'\  it'W('d  tlu'  accuracy  of 
actiuisiiii m  lea'iiinies  for  bib  items  mid  found  that  li'adtinu's  for  Ad  itt'iiis, 
or  oO  jierceiit ,  wt'rt'  imiccurale,  rt'suliinc  in  oN  i'islatt'd  ri'tiuirt'uu'nts  of 
di  .d  million.  1  hese-  inaccuracies  resulted  from  tlu'  failurt'  to  [K'riodicaJly 
\'alidaie  and  u]ui;ite  leadliiiu'  data  in  tlu'  retiuiremi'iil  compulation 
databasi'.  1  lu'  tollowind  examplt's  illustrati'  tlu'  li'adtinu'  inaccuracit's 
found. 

In  No'Ceiiibi'r  l!':';;,  tht'  ( tklahoma  City  Air  hoyisties  Ct'iitt'r  was  iisinu  a 
jiroduciioii  leadi inie  of  1  1  iiionl hs  in  the  rt'iiuirt'mt'iit  comimtat ion  for  a 
circuit  card  used  on  llu'  B-2  liombt'r  (  N'.SN  A!)!,iS-()l-2()2-S12  ll'AV). 
Procurement  hisior\’  rt'conls  showed  that  tht'  I !  months  was  bast'd  on 
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information  provided  by  the  contractor  in  July  1991.  We  asked  center 
officials  to  contact  the  contractor  to  verify  the  accuracy  of  the  leadtime. 
According  to  the  officials,  the  contractor  stated  that  the  44-month  leadtime 
was  outdated  and  quoted  a  current  leadtime  of  25  months.  The  19-month 
reduction  in  production  leadtime  caused  the  value  of  requirements  for  this 
item  to  be  reduced  by  $69,962. 

The  circuit  card  is  one  of  six  B-2  bomber  sample  items  with  old  and  long 
leadtimes  that  the  contractor  updated.  As  a  result,  the  Oklahoma  City  Air 
Logistics  Center  reduced  leadtimes  by  an  average  of  14  months  for  five 
items,  thus  deferring  future  purchases. 

In  another  case,  the  San  Antonio  Air  Logistics  Center  was  using  an 
acquisition  leadtime  of  100  months  in  the  requirement  computation  for  a 
signal  generator  used  on  the  F-15  aircraft  (NSN  6625-01-051-6832DQ).  In 
response  to  our  inquiries,  the  item  manager  said  a  keypunch  error  had 
occurred  in  March  1993  during  file  maintenance  and  corrected  the 
acquisition  leadtime  to  38  months.  Correcting  the  leadtime  reduced  the 
value  of  requirements  and  budget  estimates  for  this  item  by  $408,857. 


Purchasing  Spare  Parts 
Directly  From  Actual 
Manufacturer  Can  Reduce 
Leadtimes 


As  part  of  the  inventory  reduction  plan  initiatives,  the  Army  undertook  a 
major  program  to  breakout  spare  parts  firom  the  prime  contractor  for 
direct  purchase  firom  the  actual  manufacturer.  Although  the  intent  of  this 
program  was  to  bring  about  procurement  economies  through  elimination 
of  middleman  profits,  the  program  also  contributed  to  a  reduction  in 
procurement  leadtime.  In  the  1993  progress  report  on  inventory 
reductions,  the  Army  reported  that  the  inventory  commands  had  screened 
about  12,000  items  for  breakout  in  fiscal  year  1992  and  identified 
approximately  6,000  items  for  breakout  from  the  prime  contractor.  At  the 
Aviation  and  Troop  Command,  for  example,  the  purchase  of  spare  parts 
for  the  Blackhawk  hehcopter  had  been  almost  completely  broken  out.  The 
program  manager  told  us  that  in  his  experience  production  leadtime 


DOD  promotes  the  pxirchase  of  spare  parts  firom  actual  manufactmrers 
rather  than  from  prime  contractors  as  a  way  to  increase  competition.  This 
process  is  called  spare  parts  breakout  and  is  recognized  as  an  effective 
means  of  achieving  price  reductions.  Spare  parts  breakout  has  the  added 
benefit  of  reducing  acquisition  leadtime  by  eliminating  the  processing  time 
that  a  prime  contractor  adds  for  passing  an  order  to  the  actual 
manufactmrer. 
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Recommendations 


Agency  Comment  s 
and  Our  Evaluation 


u'ui's  down,  dlii’ii  limes  by  half,  wlu'u  a  spm't'  pait  is  hroktm  out:  for 
(iire<i  pureliase  from  the  aelimJ  maimracUin'r. 

AddiiiMiiaJ  i  ii i[ h  )rl i iiui  ii 's  in  luiy  direcil}'  from  inaiuifaclun'rs  eontinm'  t,o 
exisi.  for  ('xaiiip'e,  in  re.spnuse  to  our  iiujiiirit's  on  six  sample  iU'ins 
manaped  by  1 1 le  .\ir  f  ( irre  s  (  ikhiiioina  (  ity  Air  bopisl  ics  ( '(ml ('r,  tlu'  prime 
coni  rad  I  ir  I  nr  the  ISA  imnibi'r  adxised  I  lu'  dml  d'  I  hal  if  was  not  I  lu'  actual 
manulaci  liit-r  lor  toe  of  i  he  six  ii  ems.  Tlu'  coni  rant  or  stab'd  that  it  adik'd 
■  >  months  leailiimc'  to  piroct'ss  the  Air  horct'  s  onk'r  to  tlu'  actual 
luanutaci iir^  r.  (  enii'r  oillcials  aprt'cd  that  llu'  Uxidtinu'  to  aciiuin'  tluxso 
items  could  be  reduced  siiiipl',  ly\  buyinp  from  th('  actutiJ  m:mutacturer 
insteail  ot  Irom  the  nrirtie  contractor  and  intormt'd  us  th;it  llu'  lU'Xt. 
purchases  i  li  i!d  be  made  dirc-ct  ly  fri  )m  ( lu'  ni;umf;ict  urt'r, 

\\  ('  recomnit'iid  that  the  Secret  tuy  otl)etens('  direct  the  St'cixdrumxs  of  the 
Arm\  at  id  the  ,\ir  I-  orce  ;ind  the  !  tired  or  ot  lit. a  to  plact'  rt'iu'Wi'd  (untthasis 
on  implement inp  the  I''  ■!’  leadiiiiu'  reduction  initiati\’('s  and  to  improve 
o\’ersiphi  itdormation  reporie(l  to  I'iiiisothat  tlu' proprt'ss  bi'ing  achieved 
c;m  be  numsnred.  In  d.  mip  si  i,  we  recomnumd  Ihtit  the  otlu'r  militm'y 
seiMcim  :md  n:.;,  tolloiv  the  N;i\y's  lead  in  s('tiin>p  a  hxidlinu'  rt'diiction  goid 
;uid  ;ichie'',inp  this  poal  ihrouph,  contract  soliciltilions  and  negotiations. 

W  e  ;il So  recommend  1 1 lai  the  Si'cretary  ot  I tt'hmst'  dirt'ct  t lu'  S('cr('l,aii('s  ot 
l ht‘  Arm'. .  the  \a\ y.  and  t lie  Air  i'i irc('  and  t lu'  I liix'ct or  ot  ni.A  to  havt.'  tlu'ir 
invenior\  manapeinetu  acli\iiies 

•  j icrioilieally  \';ilidai t'  recorded  leadt iint'  data  to  def t'd  ;uid  corix'ct  ('rrors, 

•  worl<  closiiy  v*  ith  major  i-oiitradors  in  updating  old  leadtime  data  tor 
It  diis  it h  long  produ('t ion  letidt  imes  I  t'.g.,  ow'r  IS  moni hs),  ;uid 

"  ci  (iisider  j  loi  eiii  iaJ  leadt  iiiii'  re(  luci  ions  as  a  hid  or  in  t'\’aJuat  ing  t  lu' 
t  east  bil  ity  ot  buying  direct  ly  from  mamilad  urms  inst  (xul  of  fi'om  prime 
c(  lilt  fact  ors. 


noli  agreed  that  luriher  action  to  rediici'  adiuisition  Iduilinu's  is  rmiuin'd 
(see  app.  I  llowe\-,..-^  j,  .i,  eit-ws  full  implementation  of  llu'  policy 
guidance  on  inetliods  i  if  rei  hieing  leadt  inuxs  includt'd  in  non  Mat  dial 
Alatiapimient  Kepulat  ion  1 1  h ).  I  dh  dal ed  .Imiumy  liltt-'i,  as  I  lu'  most. 
etfei-ti\e  means  to  accomplish  this  reduction,  Don  stall'd  that  llu'  militruy 
si'iAici's  and  \'.'ou!d  Ih'  reminded  ot  the  nt'cd  to  fully  implement  that, 
guidance. 
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In  a  November  23, 1994,  memorandum  to  the  military  services  and  dla,  dod 
stated  that  renewed  emphasis  on  acquisition  leadtime  reduction  was 
appropriate.  The  memorandum  stated  that  while  the  greatest  emphasis 
should  be  placed  on  full  implementation  of  the  guidance  in  the  dod 
regulation,  such  as  gradually  reducing  required  dehvery  dates  in 
sohcitations,  consideration  should  be  given  to  the  usefulness  of  leadtime 
reduction  goals  and  the  importance  of  periodically  vahdating  recorded 
leadtime  data  The  memorandum  also  stated  that  full  implementation  of 
the  spare  parts  breakout  program  could  help  reduce  leadtime  and  that 
contractor  furnished  data  could  be  a  useful  source  of  information  in 
vahdating  leadtime  data  dod  asked  to  be  advised  of  the  actions  taken  to 
reduce  leadtimes  by  February  15,  1995. 

With  regard  to  our  reference  to  additional  savings  of  $910  mhlion  from 
further  leadtime  reductions  leading  to  a  DOD-wide  average  reduction  of 
25  percent,  dod  commented  that  the  Secretary  of  Defense  issued  a 
memorandum  dated  September  14,  1994,  that  challenges  dod  components 
to  reduce  business-process  cycle  times  by  at  least  50  percent  by  the  year 
2000.  DOD  stated  further  that  apphcation  of  this  challenge  to  acquisition 
leadtime  will  include  an  estimate  of  possible  savings. 

While  dod’s  actions  are  constructive,  we  do  not  beheve  that  relying  on  the 
mihtary  services  and  dla  to  fuUy  implement  the  January  1993  pohcy 
guidance  is  the  most  effective  means  of  achieving  a  25-percent  reduction 
in  acquisition  leadtime.  The  guidance  already  has  been  in  effect  for  almost 
2  years,  and  our  report  points  out  that  only  the  Navy  has  been  successful 
in  reducing  leadtime  by  25  percent  since  1990.  At  that  time,  dod  directed 
the  mihtary  services  and  dla  to  take  a  number  of  initiatives  to  reduce 
acquisition  leadtime  that  are  similar  to  those  in  the  January  1993  guidance. 
Also,  the  guidance  does  not  contain  a  leadtime  reduction  goal. 

Furthermore,  we  beheve  that  improved  oversight  is  needed  if  leadtime 
reductions  are  to  be  achieved,  dod’s  comments  do  not  address  this  part  of 
our  recommendation  and  the  January  1993  guidance  does  not  require  the 
mihtary  services  and  dla  to  provide  dod  with  oversight  information  on 
their  progress  in  reducing  leadtimes.  Also,  dod  no  longer  requires  annual 
reports  from  the  mihtaiy  services  and  dla  showing  their  progress  in 
implementing  the  1990  inventory  reduction  plan. 

Alternative  means  are  available  for  providing  dod  with  oversight 
information.  One  way  would  be  to  require  that  the  mihtary  services  and 
DLA  include  leadtime  data  in  their  annual  Defense  Business  Operations 
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Fulu!  l)U(l;4('i  sii! miissii )iis  in  i-  iii.  I’liost'  suhinissions  could  show  tlu' 
ju'o^t'css  hciicc  laadu  in  aclut'x  inL;  a  da-ju'i'ci'nt  la'duction  in  aciiuisition 
h'adtinu',  usiuL;  fiscal  vi'ar  liinii  as  itu'  hasi'  ytau'  for  nu'asurinu  pt'oaross. 

'I'o  c\  aluai  c  I  he  crtVciix  r-nt'ss  of  i "  in’s  li'adl  inu'  nainction  iniliativi's,  we 
held  discussions  and  collectt'd  inronnation  al  lu'adiiiuuli'fs  of  non,  Army, 
Na\  \’,  Air  h  i ircin  and  i 'i. W  ashinyt on,  I t lu'  ( Iklaiioiua  ( 'ily  Air 
Louislics  Cenier,  d'inkfi'  Air  l'’orce  Fast',  ( )klaIioma;  thi'  San  Antonio  Air 
hoy'isiics  Cenier,  l\ell>  Ail'  P’orce  I’asc,  dd'X'as;  and  tlu'  Army  Aviation  ;uui 
Trooji  (  Onunand,  .'^i,  l.nuis,  Missouri,  W  e  rmii'wiai  m  m  ymidancc' and 
iniiiatiws  for  manaainy  aciinisiiion  leadlinu’s  and  tlu'  iinplenumt in;4 
policies,  procedure's,  and  praciici-s  of  ihe  mililiuy  si'rvices  and  l)|,.\, 

I'o  di'K'rmine  it' addii ional  leadiinu'  reduction  opjioitunitii's  ('xist,,  we 
obtained  computer  lapes  froin  Ihe  Air  Force  and  the  Army  that,  identified 
acijuisiiion  leadiiiues  for  all  spare  piuts  miuiaaed  by  the  two  Air  Force  air 
louisiics  centers  and  the  .Army  commtind  as  ofMandi  ''il,  Ibh-’i,  From  data 
e.\tra.cied  from  the  tapes,  weseU'cted  Hid  .Air  Forci' ilmns  and  dd  Army 
items  for  re'eii'',',  .  These  items  n'prest'tU t'd  a  mix  of  itt'ins  ('it, lu'r  planned  t,o 
be  boupht  in  llscM  >'ear  lirC'  or  ha\  ini.!  lony'  h'adtinu's  of  mort'  than 
oO  months,  W’e  eoiniiared  leadlime  t'slimatt's  us('d  in  retiuirenu'nt 
computations  to  leadtimes  actiriJly  ('Xj)t'rienc('d  mid  ollu'r  h'adtinu' 
inlormai i( m  in  item  inana'4er  tiles,  W’t'  st'lecti'd  .Air  P’orct'  ;ind  Army 
locations  lor  detailed  review  becaust'  oftlu'ir  lai'kt'  acquisition  h'adtime 
reiiuirt'mc-nis. 


We  used  the  same  coni;>uier  programs,  ri'ports,  rt'cords,  and  sliitistics  non, 
the  miliiaiy'  seivices,  and  l'L.\  use  to  mmiaitt'  iina'iitorii's,  mak('  ch'cisions, 
and  determine  requirements,  W’t'  did  not  indt'pendently  (h'tt'rmiiu'  tlu' 
reliabihi','  ot  all  ol  these-  soitrces.  liowt'W'r,  tis  stall'd  abovt',  wv  did  asst'ss 
th('  accurac>‘  of  the  leadlime  infortuation  by  comparing  data  contaiiu'd  in 
till'  requirements  .system  uith  data  coni  aim'd  in  itt'tii  managt'r  fih's. 

W  e  pi'rlorined  our  re\'ie'\'.-  bet  weeti  ( tetobt'r  1!)*).')  and  August  lt)94  in 
accordmice  with  gene-rally  accepli'd  go\'t'rnment  auditing  stmuiards. 

.As  you  ktio’vsg  the  head  of  a  federal  ag('iu\\'  is  required  by  hi  1 '.S.(l.  720  to 
submit  a  writ  t  eii  stat  e-inetii  on  act  ions  takt'ii  on  our  ri'comnu'ndat  ions  to 
Ihe  1  louse  Coininit t ee  on  ( iiu'ertitiu'iU  ( Ipt'ralions  and  tlu'  St'ualt' 
Conuntitet-  on  ( iow-rnme-ntal  .Affairs  tiot  later  thmi  dO  days  afti'r  the  date  of 
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this  report.  A  written  statement  must  also  be  submitted  to  the  House  and 
Senate  Committees  on  Appropriations  with  the  agency’s  first  request  for 
appropriations  made  more  than  60  days  after  the  date  of  the  report. 

We  are  sending  copies  of  this  report  to  the  Chairmen  and  Ranking 
Minority  Members,  Senate  and  House  Committees  on  Appropriations  and 
on  Armed  Services,  Senate  Committee  on  Governmental  Affairs,  and 
House  Committee  on  Government  Operations;  the  Secretaries  of  the  Army, 
the  Navy,  and  the  Air  Force;  the  Director,  dla;  and  the  Director,  Office  of 
Management  and  Budget. 

Please  contact  me  at  (202)  512-5140  if  you  have  any  questions.  The  major 
contributors  to  this  report  are  hsted  in  appendix  II. 

Sincerely  yours. 


Mark  E.  Gebicke 
Director,  Military  Operations 
and  Capabilities  Issues 
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Apjx'iuiix  I 


Comments  From  the  Department  of  Defense 


Note:  GAO  comments 
supplemontiiuj  tlios.(}  in  tin 
report  text  a[)[)e,nr  at  the 
end  of  this  a[)|)endix. 


(L/MDH) 


Mr.  Hor.ry  L.  Hinton,  Jr. 

Aonirstar.t  Ccf.ptroller  Conoral 
Notio.nal  Socarity  and  Ir.torr.jtional 
Affairs  Di'/iaion 
U.S.  General  .Accoantirn;  Offioe 
Waahington,  D.C.  2C5'18 

Dear  Mr.  Hinton: 

This  is  the  Departnont  of  Defense  (DoD)  response 
to  the  General  Accounting  Office  (GAO)  draft  report, 

"DEFENSE  SUPPLY:  Acquisition  Loadtine  Requirements  Can  Be 
Significantly  Roduced,"  dated  September  29,  1994  (GAO  Code 
703035  ),  OSD  Case  9792.  Tt'.o  Department  partially  concurs 
with  the  report. 

The  DoD  agrees  that  further  action  to  reduce 
acquisition  lead  times  is  required.  However,  the  DoD  views 
full  implementation  of  the  specific  guidance  on  methods  of 
reducing  lead  times  included  in  the  DoD  Materiel  Management 
Regulation  as  the  most  effective  means  to  accomplish  that 
reduction.  By  November  30,  1994,  the  DoD  Components  will  be 
reminded  of  the  need  to  fully  implement  that  guidance,  as 
well  as  of  the  usefulness  of  lead  time  reduction  goals  and 
the  importance  of  periodically  validating  recorded  lead  time 
data,  as  t.he  G.AO  recorj-enda .  Ttie  reminder  memorandum  will 
cite  contractor  furnished  data  as  another  source  of 
informatio.n  in  validating  lead  time  data,  and  will  emphasize 
the  need  to  fully  implement  existing  breakout  procedures. 

The  detailed  DoD  comments  on  the  draft  report  findings 
and  recommendat  ions  are  provided  in  the  enclosure.  The  DoD 
appreciates  the  opportunity  to  comment  on  the  draft  report. 


Sincerely, 


Deputy  Under  Secretary 
of  Defense  (Logistics) 

Enclosure 
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Appendix  I 

Comments  From  the  Department  of  Defense 


Now  on  pp.  1-3. 
See  comment  1. 


QAO  DRAFTS  REPORT  -  DATED  SEPTEMBIER  29,  1994 
(OAO  CODE  703035)  OSD  CASE  9792 

"DEFESSS  SUFPLtl  ACQUISITIOH  LEADTIME  RSQUIREMEHTS 
CAE  BE  SIOHIFICAHTLT  REDUCED’ 

DEPARTMEBT  OF  DEFEBSE  COMMEHTS 

*  *  *  *  * 

FIHDISIGS 

•  FIHDIHG  Ai  The  DoD  Hag  Mad«  Llmltpd  PjroaraRA  Id  JBediteiag 

Aeaul«ltlon  Leadtlaeii.  The  GAO  reported  that  the  value  of  DoD 
inventory  requiremante  needed  to  aupport  acquisition  leadtime 
grew  from  about  $8  billion  in  1979,  to  $21  billion  in  1989. 

The  GAO  noted  that  recognizing  exceaaively  long  acquisition 
leadtime  was  a  major  contributor  to  the  large  growth  in  the 
inventories  in  the  1980b,  the  DoD  issued  an  Inventory 
Reduction  Plan  in  May  1990  that  directed  the  Military  Services 
and  the  Defense  Logistics  Agency  (DLA)  to  take  a  number 
of  initiatives  to  reduce  acquisition  loadtima,  including 

(1)  establishing  procurement  leadtime  reduction  goals, 

(2)  shortening  production  leadtimes  by  gradually  reducing 
the  required  delivery  dates  in  contract  solicitations,  and 

(3)  expanding  multiyear  contracting  and  indefinite  quantity 
requirements  contracts . 

The  GAO  explained  that  the  leadtime  reduction  initiatives  were 
based  on  a  DoD  study  that  showed  a  25-percent  reduction  in 
leadtime  was  achievable  by  adopting  methods  proven  successful 
in  the  private  sector.  In  stressing  the  significance  of  the 
leadtime  reduction  initiatives,  the  GAO  pointed  out  that  the 
DoD  stated  that  each  day  the  DoD-wide  average  leadtime  is 
reduced,  future  purchases  can  be  reduced  by  $10  million. 

The  GAO  found  that  since  1990,  the  DoD  has  had  only  limited 
success  in  achieving  the  25-percent  reduction  indicated  by 
the  study,  with  the  overall  leadtime  reduction  averaging  about 
9  percent.  On  the  basis  of  the  DoO  estimate  that  $10  million 
can  be  saved  for  each  day  the  average  leadtime  is  reduced,  the 
GAO  estimated  that  the  56  day  leadtime  reduction  resulted  in 
procurement  savings  of  $560  million.  The  GAO  observed  that  a 
further  leadtime  reduction  of  91  days  will  be  needed  to 
achieve  the  25-percont  reduction  indicated  by  the  DoD  study, 
which  would  result  in  additional  procurement  savings  of 
$910  siillion.  (pp.  1-6/GAO  Draft  Report) 

DoD  RESPOHSBt  Partially  concur.  The  1986  study  referred  to 
by  the  GAO  was  performed  by  the  Logistics  Management 


ENCLOSURE 
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Av[yi)d\\  [ 


I'lr.  til-.-  l)'-]i.i.rtnu‘nf  4>r  Dt-i'rtist* 


See  comiTioiil  2. 


Institute  ^  n.Dt  the  DoD.  F-jrthormora ,  tha  load  tim.Q  reduction 
initiative;;  Chat  ware  part  of  tho  May  1990  Inventory  Roduction 
Plan  did  not  roproaont  iaplonontation  of  tho  recommandationa 
of  tlio  19GC  Loijiotica  Hanagaaant  Inatituta  roport.  Instead, 
thcao  rcccccaandationa  woro  includod  in  a  Decaciher  1986 
laenorar.dui’  freo  tho  thor.  Under  Secrotary  of  Defenae 
{ Acquin i tion )  to  tho  DoD  Ccapononto .  Tho  GAO  iaauod  a  report 
in  May  1990  ( GAO/NS IAD-9 0 - 1 2 4 ,  ■DSPENSE  INVENTORYi  Defense 
Loqiotica  Agency  Neoda  to  Bettor  Manage  Procurement 
Loadt  itves ,  ■  OSD  Caso  8249  )  explicitly  acknowledging  botli: 

(1)  that  tho  1935  study  wao  performed  by  the  Logiotics 
Manago;.iont  Institute  and  (2)  that  the  Under  Secretary 'a 
Docotibor  1936  m.aror.’ir.dum  included  tho  Logiatica  Management 
In;;tituto  recomondatio;;s  . 

Tho  DoD  door;  not  agree  with  the  GAO  aosortion  that  load  time 
roduction  wan  a  primary  objoctivo  of  tho  1990  DoD  Invontory 
Roduction  Plan.  Lead  time  roduction  is  citod  aa  ono  among 
OQV.oral  method,-;  of  rod'ucing  oatarial  roploniahaant  atcxrkage 
objoctivoi,  which  in  turn  waa  ono  alomont  of  tho  ' 10-Point 
Prograii"  to  reduce  inventory. 

Rogarding  ti-.e  GAO  roforenco  to  prospoctivo  additional  savings 
of  S91C  million  from  further  load  time  roductiona,  the  DoD 
notocj  that  the  Secretary  of  DofonsQ  issued  a  Bicmorandum  dated 
Soptenher  14,  i99-5--prior  to  tho  GAO  draft  roport — on  the 
subject  of  reducing  cycle  timoo.  The  Secretary's  momorandum 
challor..ged  the  DcD  Components  to  reduce  bus inoss -proces a  cycle 
time.;  by  at  loot  50  percent  by  tho  year  2000.  Application  of 
th.'it  guid.mce  to  aerguisition  load  times  for  secondary  items 
will  include  an  ostirute  of  possible  savings. 


OilDIliiL-'l :  affoT.-t;-,  Bv  thq  PoP  Ccsa.ponant.'j  To  Iiaiplegent  the  DoP 

Le.ndi'.l  e--.  R.educt  tor.  Initiatives.  Tho  GAO  found  that  none  of 
the  DoD  components  have  fully  inplamonted  the  1990  leadtirae 
reduction  in  itiati-vos ,  but  seme  have  Biado  greater  efforts  than 
others,  with  the  greatest  success  achieved  by  the  Navy.  The 
GAO  reported  that  from  1990  to  1994,  the  Navy  reduced  the 
ovorull  average  acquisition  laadtis^a  by  193  days,  or  about 
27  percent,  through  several  actions.  The  GAO  explained  that 
in  accord  with  tho  DoD  initiatives,  tho  Navy  first  established 
a  loadtimo  reduction  goal  of  25  percent,  and  than  had  the 
inventory  control  points  reduce  the  loadtimes  shown  in  their 
data  busne:  by  2  5  porcent  for  each  item  nanagod.  Tho  GAO 
roportod  tliat  th-:-'  Navy  also  took  aggressive  action  over  tho 
no’ct  4  yoaru  to  shorten  required  delivery  dates  in  contract 
sclicirat ions  and  negotiations. 
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Now  on  pp.  3-5. 
See  comment  2. 


See  comment  3, 


The  GAO  report«d  that  fro®  1990  to  1994,  the  Army  average 
acquisition  leadtlas  decreased  by  21  days,  or  about  3  percent. 
The  GAO  found  that  unlike  the  Navy,  the  Army  did  not  establish 
a  leadtlme  reduction  goal,  nor  did  It  taka  action  to  obtain 
laadtlma  reductions  through  contract  solicitations  and 
negotiations.  The  GAO  found  that  Instead,  the  Army  emphasized 
another  of  the  DoD  initiatives  to  reduce  leadtlme  by  using 
■ore  flexible  procurement  atethods,  such  as  multiyear 
procurements  and  Indefinite  quantity  type  contracts . 

The  GAO  found  that  the  Air  Force  average  acquisition  leadtlme 
Increased  by  6  days,  or  about  1  percent,  from  199D  to  1994. 
According  to  the  GAO,  the  Air  Force  did  not  implement  the  1990 
reduction  initiativoD  because  it  felt  that  no  action  was 
needed  to  reduce  leadtlme  based  on  a  comparison  with  the 
leadtlmes  of  the  Navy.  The  GAO  further  reported  that  the  Air 
Force  withheld  implementation  of  the  DoD  initiatives,  pending 
an  evaluation  of  the  success  reported  by  the  Navy  in  achieving 
a  25  percent  decrease.  The  GAO  noted  that  the  Air  Force 
evaluation  compared  aviation  parts  and  deterxd.ned  that  Its 
production  leadtlmes  for  both  repairable  and  consmsable 
aviation  parts  wore  lower  than  the  Navy  leadtimes,  oven  after 
the  25-porcent  reduction.  The  GAO  reviewed  leadtime  data  for 
the  Air  Force  and  the  Navy,  as  shown  on  their  latest  available 
inventory  stratification  reports  of  March  31,  1993,  and 
September  30,  1993,  respectively.  The  GAO  found  that  while 
the  Air  Force  production  leadtlme  was  lower  for  consustable 
parts,  it  was  considerably  higher  for  repairable  parts. 

(pp.  5-8/GAO  Draft  Report) 

Don  RRSPOBSNt  Partially  concur.  The  draft  report  incorrectly 
infers  that  the  focus  of  the  May  1990  inventory  Reduction  Plan 
was  to  reduce  lead  times.  The  primary  objective  of  the  1990 
Plan  was  to  reduce  inventory.  The  reduction  of  lead  times  was 
only  one  of  several  methods  identified  to  achieve  a  reduced 
inventory. 

The  Department  is  not  aware,  as  stated  in  the  GAO  draft 
report,  that  the  Air  Force  "withhold  implementation"  of  the 
DoD  lead  time  reduction  initiatives.  In  fact,  the  Air  Force 
did  implement  the  1990  Inventory  Reduction  Plan. 


'  FINDING  C»  Renewed  tephasis  and  Iwroved  Oversighl;  H9Nd8d..Ja 
Reduce  Leadtlme.  The  GAO  found  that,  with  the  exception  of 
the  Navy,  the  Services  and  the  DLA  have  placed  no  timely 
emphasis  on  the  effective  Implementation  of  the  DoD  leadtlme 
reduction  initiatives.  The  GAO  also  found  that  the  office  of 
the  Secretary  of  Defense  (OSD)  was  not  aware  of  the  general 
lack  of  progress  made  over  the  past  4  years  in  reducing 
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Now  on  pp.  1  and  5. 


See  comment  2. 


See  comment  A. 


loadtliw^  bjca.u:jo  at  ar.  abuoncj  of  acloquato  overnight  infoma- 
tion.  Tiio  Gj’.O  noggontod  tjiat  or.a  way  to  do  so  would  be  to 
fcx;ua  on  ttio  nucooaa  by  the  Navy  in  eutabliohing  a  25-percent 
roductlon  goal  and  achiovin.g  that  goal  by  taking  aggroasivo 
action  to  roduco  production  loadcixo  in  contract  aolicitationo 
and  nogotiation.j . 

According  to  the  GivO,  t:ie  OSD  v/uj  not  nwaro  of  the  gonoral 
lac!c  o:  progroca  in  ii!pl.->c.3ritinq  t!io  iniciativog,  becauoe  the 
annual  progr.:-;;i  ropertu  roquiroJ  of  the  Military  Servicea  and 
the  DLA  did  not  provide  aufficient  oversight  information  to 
make  a  meaningful  aeeoe Jiront .  Gho  GAO  explained  that  the 
roportn  did  not  a;',ow  historical  trendo  in  leadtime  days 
before  and  after  the  193C  initiatives,  nor  did  the  reports 
provide  any  meaningful  statiatica  ahowing  the  extent  of 
im.ploriontat  ion .  Tuio  GivC  pointed  out,  for  example,  that  the 
Army  and  the  reports  stated  that  an  expansion  of  multiyear 

prccuromnntu  was  a  priuwiry  means  of  reducing  leadtimo,  but  did 
not  provide  jtatiuticD  showing  tha  extent  of  the  expansion. 

(p.  2,  pp.  8-'5/G.AO  Draft  Report) 

Don  RyiDFOg-'::': :  Partially  co.ncur.  As  discussed  in  the  DoD 
rcDpor.no  tc  rinding  A,  the  DoD  does  not  agree  with  the  GAO 
acsortion  tiiat  lead  time  reduction  was  a  primary  objective  of 
the  19'3C  Inventory  Reduction  Plan.  The  objective  of  that  Plan 
was  to  reduce  inventory.  The  progress  of  the  DoD  in  achieving 
that  objective  has  been  the  subject  of  prior  GAO  reports. 

Furtliorroora ,  the  DoD  does  not  agree  with  the  GAO  portrayal  of 
the  DoD  emphasis  on  load  timss  reduction  initiatives  since 
1990.  for  ex-ample,  the  G,\0  overlooks  the  specific  guidance  on 
methods  of  r-aducir.g  lead  times  included  in  the  DoD  Materiel 
Managem.'nt  Rocjulation,  D-oD  -il-lO.l-R,  issued  in  January  1993  1 
"Innovative  msthods  of  reduoi.ng  Acquisition  Load  Times  should 
bo  omploy.ed.  Particular  oa'.phaais  should  be  given  to  the 
adoption,  w):er.a  appropr i.a to ,  of  load  time  reduction  methods 
which  have  proven  succossful  in  the  private  sector.  Such 
methods  include,  but  arc  not  limitod  to,  multi-year 
contracting,  "  just-i.r-tims"  procedures,  indefinite  quantity 
roquirom,a.''.Ln  contracts,  pi'.ased  deliveries,  and  gradual 
reduction  of  roquiroJ  delivery  dates."  Tlie  DoD  maintains  that 
full  im.plom.intat ion  of  that  guidance  offers  the  moot  effective 
method  of  lead  tii-.i  reduction. 


£iiiELIiiiI_E :  Onnortiini.h.i.ns  To  Roduco  LflgJtlinaa  Pyorlookod  3? 

the  DoD  Ir.l.t  <  .at  lv.)s  .  The  GTiC  identified  several  opportunities 
for  oig.ni;  ic::_nt  reductions  in  acquisition  leadtimo  that  wero 
overlooked  by  the  CoD  in i t iat i voa .  The  GAO  reported  that 
those  opsiortun  1  - las  wcul.d  have  invontory  managsro  i 
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—  periodically  validate  recorded  leadllBs  dale; 

work  clooaly  with  major  contractors  to  update  old 
laadtlma  data  for  Itamo  with  long  production  leadtlmes 
(those  over  16  months);  and 

consider  potential  reductions  in  Isadtim®  as  a  factor  in 
deciding  whether  to  purchase  spare  parts  through  the 
prlsha  contractor  or  directly  from  the  manufacturer. 

The  GAO  reported  that  it  reviowod  the  accuracy  of  acquisition 
leadtlmes  at  two  Air  Force  Air  Logistics  Centers  and  the  Army 
Aviation  and  Troop  Cosnaand  and  found  that  the  Army  leadtlmes 
were  more  accurate.  The  GAO  determined  that  the  Army  Command 
had  a  higher  accuracy  rate  than  the  Air  Force  Logistics 
Centers  because  it  had  recently  worked  closely  with  8  major 
contractors  to  update  production  loadtimao  for  all  items  with 
leadtimes  of  18  months  or  longer.  The  GAO  found  that  as 
a  result,  leadtima  changeo  wore  made  for  1,129  items,  or 
75  percent  of  the  items  reviewed,  and  leadtime  decreases 
accounted  for  1,061,  or  94  percent  of  the  changes.  According 
to  the  GAO,  the  Coaaaand  estimated  net  annual  procurement 
savings  of  $88  Bullion  from  using  updated  leadtimes  to  coBq>ute 
buy  requirements.  The  GAO  also  found,  however,  that  even 
though  the  Army  Comisand  reduced  leadtiates,  there  were  still 
inaccuracies  in  5  of  26  items  the  GAO  tested. 

At  the  two  Air  Force  Air  Logistics  Centers,  the  GAO  reviewed 
the  accuracy  of  acquisition  leadtimes  for  106  items  and  found 
that  leadtimes  for  56  iteaia,  or  53  percent,  were  inaccurate, 
resulting  in  overstated  requirements  of  $7.5  million.  The  GAO 
concluded  that  the  inaccuracies  resulted  from  the  failure  to 
periodically  validate  and  update  leadtime  data  in  the 
requirement  computation  data  base  and  discussed  several 
exasiples  to  illustrate  the  situation. 

The  GAO  reported  that  the  DoD  promotess  the  purchase  of  spare 
parts  from  actual  skanufacturers ,  rather  than  frc«  prime 
contractors,  as  a  way  to  increase  competition.  The  GAO 
pointed  out  that  the  process,  known  as  spare  parts  breakout, 
is  recognized  as  an  effective  means  of  achieving  price 
reductions.  The  GAO  noted  that  in  addition,  spare  parts 
breakout  has  the  added  benefit  of  reducing  acquisition 
leadtima  by  eliminating  the  processing  time  that  a  prists 
contractor  adds  for  passing  an  order  to  the  actual 
Btanufacturer. 

The  GAO  found  that  as  part  of  the  inventory  reduction  plan 
initiatives,  the  Army  undertook  a  major  program  to  breakout 
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Now  on  pp.  1 
and  5-8. 


spar;;  p-.ii’t  frcr.  tha  pcina  contractor  for  direct  purchase  frcj:\ 
the  actual  iranu f acturer .  The  QiiO  reported  that  although  the 
intent  of  the  prcgrazi  was  to  bring  about  procure.£aent  ocononioo 
throur!;  o  liji  n;;t  lou.  of  aiddionan  profits,  the  progr;ia  also 
contribu ti-.d  to  a  reduction  in  procurorvent  loadtiaio.  The  GAO 
noted  that  in  tiiO  1993  progroaa  report  on  inventory 
roductione,  the  Arr.y  reported  that  the  inventory  conunandy  had 
acre,enc,J  afco-;t  12,000  itos'-s  for  breakout  in  FY  1992  ,  and 
idontilrcd  appro:-. ir-ate ly  6,000  itoaus  for  breakout  from  tho 
priin.j  cceitractor .  The  G.AG  also  cited  oxoxplo.s  indicating  that 
additional  opportunitioa  continue  to  exist  to  buy  directly 
frcti  Hutnu  f  a.;  turors  . 

Ti'.e  GAO  ccncludoj  that  tho  DoD  can  reduce  acquisition  loadtinvo 
days  by  at  lea. it  25  percent  over  a  4“yoar  period,  at  a  savings 
of  about  SI  billion.  Tho  GAO  stated  that  the  reduction  can  bo 
accor.pl  ishod  by  ror.evi'ing  the  oaphasis  on  prompt  imploaiantation 
of  the  1990  OoD  initiatives,  by  periodically  validating  and 
upd.ating  old  loadrirr,;  data  for  long  loadtime  itosio,  and  by 
connidoring  leadtiru;  reductions  as  a  factor  in  deciding 
whether  to  continue  purchasing  spare  parts  from  the  priate 
contr..ictor  or  to  purchase  them  from  tho  actual  manufacturer. 

(p.  2,  pp .  1D-!4'GaC  Draft  Report) 

Don  RFGFC'UPU :  Fartially  concur.  It  should  bo  rocognizod  that 
contrr.ctcr  fur;'.ishud  data  should  bo  used  with  caution  ainco 
experience  shows  such  data  can  be  unreliable  (as  recognized  by 
the  G.\C  in  t!-..o  Janu.iry  1  993  OAO  report  GAO/NS lAD- 8 8-7 , 
”CC'.'TR.tC'T  ".'ICI'JG;  Contractor  Cost  Soticuating  Systunixi,”  OSD 
Case  7533  ).  Fur therirora ,  as  discussed  in  the  DoD  response  to 
Finding  C,  the  DcD  considers  full  implocentation  of  the 
ap.::cific  guidenco  on  motho^ls  of  reducing  lead  times  in  the  DoD 
Met.::riol  H.'.’;-'-gor.'.er.t  Regulation  as  th-::  cvo;jt  effective  method  of 
load  tic:'  reduction. 


«  « 


Rise  I  oiin 


RKno^n--'^un."T:rO'T  l  ;  Tho  GAO  racernr-ondod  that  tho  Socrotary  of 
Dofonoo  diroot  tho  Socrotarioo  of  tho  Ax'iay  and  tho  Air  Force, 
and  tho  Dj. rootor  of  the  DLA,  to  place  ronawod  enphaaiD  on 
it'.plOi:.onting  tho  DoD  laadtii^  reduction  initiativae,  and  to 
itiprovo  overt. Lght  infoitaatior.  reported  to  tho  OSD,  ao  that  the 
progrone  b.iing  achieved  can  bo  rtoaoured.  The  GAO  further 
rocer  tond  .'-d  that  in  doing  30,  tlio  other  Military  Sorvicot  and 
the  DLA  ur.ar.Id  foLlov.'  tho  Navy  load  in  □ottLiig  a  leadtime 
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Now  on  p.  8. 


Now  on  p.  8. 


Now  on  p.  8. 


Now  on  p.  8. 


raductlon  goal  and  achlaving  the  goal  through  contract 
aollcitatlona  and  negotiations,  (p.  15 /GAO  Draft  Report) 

Don  RESPOHSgi  Partially  concur.  As  discussed  in  the  DoD 
response  to  Finding  C,  the  DoD  regards  full  implementation  of 
the  specific  guidance  on  reducing  lead  times  provided  in  the 
DoD  Materiel  Management  Regulation,  issued  in  January  1993,  as 
the  most  effective  method  of  lead  time  reduction.  A  memoran¬ 
dum  eaiphasizing  the  importance  of  fully  implementing  that 
guidance,  and  of  the  potential  usefulness  of  lead  time 
reduction  goals,  will  be  provided  to  the  DoD  Components  by 
November  30,  1994, 


•  RECOMMENDAXIOH  2«  The  GAO  recommended  that  the  Secretary  of 
Defense  direct  the  Secretaries  of  the  Army,  Navy,  and  Air 
Force,  and  the  Director  of  the  DLA,  to  have  their  inventory 
managers  periodically  validate  recorded  leadtime  data  to 
detect  and  correct  errors,  (p,  15 /GAO  Draft  Report) 

DoD  RKSPOMSKi  Concur.  The  guidance  to  be  provided  to  the  DoD 
Components  by  November  30,  1994,  as  discussed  in  the  DoD 
response  to  Recommendation  1,  will  include  a  reminder  of  the 
iBg>ortance  of  periodically  validating  recorded  lead  time  data. 


•  RECCDiMBHDATrOH  3i  The  GAO  recommended  that  the  Secretary  of 
Defense  direct  the  Secretaries  of  the  Army,  Navy,  and  Air 
Force,  and  the  Director  of  the  DLA,  to  have  their  inventory 
managers  work  closely  with  stajor  contractors  in  updating  old 
leadtisie  data  for  items  with  long  production  leadtimes  (e.g. 
over  18  months),  (p.  15/GAO  Draft  Report) 

DoD  RRSPOWSKi  Partially  concur.  As  discussed  in  the  DoD 
response  to  Finding  D,  contractor  furnished  data  should  be 
used  with  caution,  since  experience  shows  such  data  can  be 
unreliable.  The  guidance  discussed  in  the  DoD  response  to 
Recommendation  1  to  be  provided  to  the  DoD  Components  will 
include  a  suggestion  that  contractor  furnished  data  be 
considered  as  another  source  of  information  in  validating  lead 
time  data. 


•  RgCCaoCBlTDATIOir  The  GAO  recomstended  that  the  Secretary  of 
Defense  direct  the  Secretaries  of  the  Array,  Navy,  and  Air 
Force,  and  the  Director  of  the  DLA,  to  have  their  inventory 
managers  consider  potential  leadtijaa  reductions  as  a  factor 
in  evaluating  the  feasibility  of  buying  directly  frc^ 
Btanufacturers,  instead  of  from  prime  contractors,  (p.  15 /GAO 
Draft  Report) 
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Invantory  sianagars  do  not 


porfora  the  broaxout  function.  Uov/ovor,  by  Novoabor  30,  1994  , 
as  dincuonod  in  tiia  DcD  roapcnso  to  Racoamondat ion  1,  the 
guidance  to  bo  provided  to  tho  DoD  ComponontB  will  amphaaizo 
the  inportanco  of  full  iaplec.ontation  of  existing  broaVout 


procoduros . 
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The  following  are  gao’s  comments  on  the  Department  of  Defense’s  (dod) 
letter  dated  November  22, 1994. 


GAO  Comments 


1.  We  revised  page  2  in  accordance  with  dod’s  suggestions. 

2.  We  revised  page  2  as  suggested  by  dod. 

3.  We  revised  page  4  to  address  dod’s  concern. 

4.  We  added  references  to  dod’s  poUcy  guidance  on  reducing  leadtime,  as 
set  forth  in  dod  Regulation  4140. 1-R,  dated  Januaiy  1993,  on  page  2. 

6.  We  changed  “inventory  managers”  to  “inventory  management  activities” 
on  pages  5  and  8,  as  suggested  by  dod. 
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